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Calendar No. 12138

971HE CONGRESS } SENATE {

2d Session No. 97-312

FINANCIAL INTEGRITY ACT OF 1981

FEBRUARY 11 (legislative day, JANUARY 25), 1982,—Ordered to be printed

Mr. RorH, from the Committee on Governmental A ffairs,
submitted the following

REPORT
together with
ADDITIONAL VIEWS
[To accompany S. 864]

The Committee on Foreign Relations, to which was referred the
bill (S. 864) to amend the Accounts and Auditing Act of 1950 to
require ongoing evaluations and reports on the adequacy of the systems
of internal accounting and administrative control of each executive
agency, having considered the same, reports favorably thereon with
an amendment in the nature of a substitute and recommends that the
bill as amended do pass.

I. GENErAL DEscriprioN oF THE LEGISLATION

S. 864 amends the Accounting and Auditing Act of 1950 and requires
ongoing evaluations of the adequacy of systems for internal account-
ing and administrative control of each executive agency. These evalua-
tions are to be conducted under guidelines established by the Office of
Management and Budget to determine whether each agency’s internal
accounting and administrative control systems are in compliance with
standards prescribed for such systems by the Comptroller General. An
annual statement signed by the head of each agency will certify as to
the adequacy of the agency’s internal accounting and administrative
controls or, if necessary, outline and describe a schedule for strength-
ening any weaknesses the agency head has identified.

In effect, S. 864 will require each agency head to be accountable for
the adequacy of his agency’s systems of internal control. While the

(1)
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Congress and the public hold government in general accountable for
the effectiveness of the financial and accounting controls used to pre-
vent wasteful or fraudulent spending, the establishment and mainten-
ance of such systems has always been the specific responsibility of the
heads of Federal departments and agencies. S. 864 was drafted in an
attempt to clarify and reassert the resonsibility of publicly accountable
top level officials in government for the efficiency and financial in-
tegrity of the programs under their supervision. The legislation is also
intended to stimulate increased attention within the agencies, at all
levels, to the need for strengthening internal accounting and adminis-
trative controls. Finally, the Financial Integrity Act clarifies the roles
and responsibilities of the Office of Management and Budget, the
Comptroller GGeneral and the agency heads in establishing and main-
taining effective internal accounting and administrative controls.

IT. DrscriprioN AND PURPOSE OF INTERNAL ACCOUNTING AND
ADpMINISTRATIVE (CONTROLS

In 1ts simplest terms, internal controls are mechanisms and manage-
ment techniques intended to ensure that agency programs are operated
in a manner which ensures that Federal resources are safegnarded
from fraud and agency financial records are reliable. Generally, inter-
nal controls can be divided into two interrelated aspects: administra-
tive and accounting. Internal accounting controls are the specific
mechanisms used to protect Federal resources from being wasted or
misspent. Internal administrative controls form the structure to carry
out agency programs and include such things as agency planning, per-
sonnel policies and budgeting. In summary, the term internal controls
is broad and includes both accounting and administrative controls
designed to enhance the financial integrity of agency programs.

Internal controls are objective-oriented and include varying levels
of objectives from the broad and fundamental to the more specific. The
fundamental objectives of an adequate system of internal controls, as
mentioned earlier, include: (1) ensuring that all obligations and costs
are made in compliance with applicable law; (2) protecting Federal
funds, property and other assets against waste, loss or unauthorized
use; and (3) ensuring that all Federal revenues and expenditures ap-
plicable to agency operations are properly recorded and accounted for
to permit the preparation of accurate financial reports on agency
operations and ensure accountability for agency assets. Within these
fundamental goals are more specific objectives such as maintenance of
effective audit resolution systems within each agency, development of
accurate information on the capital assets and material inventories in
each agency’s possession and operating efficient and accountable
agency payment functions for such things as grant and loan payments.

These objectives and goals can be met by the agency through the
development and use of effective control techniques. There are many
such techniques available and each agency may use different types
depending on their program responsibilities and functions. Common
control techniques include ensuring that no individual is in a position
to control all aspects of a financial transaction (segregation of duties),
adequate physical security for agency property and records such as
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effective safes and locks, continuous and effective internal auditing to
monitor the implementation of agency policies concerning internal
controls and hiring well trained, competent personnel and reviewing
their performance regularly. Modern administrative practices include
the use of computers and other complex ofiice machinery and these too
should be incorporated into each agency’s internal controls system.

Internal controls then involves much more than merely agency ac-
counting practices. It is a complex set of objectives, policies and
specific management techniques designed to ensure the accuracy and
safety of agency financial activities. It is highly unlikely that every
agency will require identical systems of internal controls. I'here wiil
be ditferences 1n the specific objectives and strategies used by each
agency to protect its financial and capital resources trom exploitation.
However, the fundamental objectives and general management
strategies associated with internal controls in Kederal agencies are
the same and the Financial Integrity Act attempts to ensure that those
fundamental objectives are achieved.

III. NEEp FOorR THE LEGISLATION

More than 25 years prior to the enactment by the Congress of the
Foreign Corrupt Practices Act mandating the maintenance of proper
recordkeeping and internal accounting control systems in the private
sector, provisions were enacted into law by Congress requiring the
managers of all Federal departments to implement and maintain ef-
fective systems of internal control in government. These provisions
were incorporated as a part of the Accounting and Auditing Act of
1950, the major Federal statutory guideline for the development and
implementation of Federal accounting and financial control systems.
Although there were many agencies and Federal managers who took
the mandate of the 1950 act to improve and maintain agency financial
control procedures seriously, the intervening period could be charac-
terized as one in which movement toward the development of effective
internal control systems was undoubtedly slower than contemplated
by the drafters of the 1950 act and often marked by inadequate atten-
tion to the requirements of the new law.

The Accounting and Auditing Act of 1950 establishes the primary
Federal standards for proper management of resources within the
agencies. Among other things, it requires the Comptroller General,
after consulting with the Director of the Office of Management and
Budget and the Secretary of the Treasury, to prescribe principles,
standards, and related policies for accounting throughout the Federal
Government and requires the agencies to obtain the approval of the
Comptroller General for their accounting and reporting systems.

While the Comptroller General has the responsibility to establish
accounting principles and standards for Federal agencies under the
Accounting and Auditing Act, the responsibility for developing and
maintaining adequate systems cf accounting and internal controls is
placed on the agency heads. Accounting systems are considered an
Integral part of internal control systems under the act. The 1950 act
also defined the general objectives which each agency’s accounting and
internal controls systems should provide including ensuring the full
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disclosures of the financial results of agency activities and ensuring
effective management control and accountability for all agency funds
and property.

Despite the important purposes of the 1950 act, improvements in
agency accounting and internal controls have come slowly and often
sporadically. Strengthening these controls has not received the at-
tention it deserves in the executive branch. For example, more than
30 years have elapsed since the passage of the Accounting and Audit-
ing Act and yet only 64 percent of all agency accounting systems have
been approved by the Comptroller General as required by the Act.
Some of the Departments with the largest budgets, including the De-
partments of Defense and Health and Human Services, continue to
operate with accounting systems which do not have the approval of
the Comptroller General. In some cases, agencies have gained the ap-
proval of the Comptroller General for their systems but the approval
was granted so long ago that the systems probably should be sugmitted
for review and approval once again. In short, compliance with the
requirements of the Accounting and Auditing Act of 1950 has been
discouraging and agencies have continued to spend taxpayer dollars
using accounting and internal control systems which may be ineffec-
tive or seriously deficient.

The lack of strong, well-constructed internal controls can seriously
undermine the integrity of agency programs. Good systems of internal
control will often prevent fraud or at least make it much more likely
that fraud is detected as quickly as possible. Audits and reviews con-
ducted by agency investigators and the Inspectors General, in agen-
cies where they exist, have been effective in detecting fraud. However,
they are after-the-fact checks that can only detect fraud once it has
occurred ; they cannot prevent fraud from happening. Once a fraud
is committed or Federal money misspent, it is difficult or impossible
for the government to recover the taxpayers’ money.

The Governmental Affairs Committee conducted hearings on May
19, 1981, on the problem of lax internal controls in the agencies and
resultant—illegal or fraudulent spending. Chairman William V. Roth,
Jr., in opening the hearings, highlighted the importance of the Fi-
nancial Integrity Act and good internal controls:

Strong internal control systems in the agencies are needed
because once fraud occurs, only rarely is the taxpayers’ money
recovered. Federal managers do not seem to place as a high
priority, the institution of strong fraud control procedures
in their agencies. No one is stealing the agencies blind—they
have simply decided to turn out the lights and sit in the dark.

During the hearings, representatives of the General Accounting
Office presented a report to the Committee entitled “Fraud in Govern-
ment Programs: How Extensive Is It? Can It Be Controlled ?” which
presented its findings from a survey of fraud in government programs
over a 2l4-year period. According to the report, some 77,000 cases of
fraud were uncovered in 21 Federal agencies during the GAO’s review
and the costs associated with these cases which can be directly verified
totaled some $210 million. Of special note, GAO found that in about
37 percent of these cases, the fraud was not detected until one or more

Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010006-9



Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010006-9

5

years after it was committed. While strong internal controls may not
prevent all fraud, they can at least provide better methods of detecting
fraud so that those responsible do not escape punishment.

The GAO concluded in this report that strong internal controls
would greatly improve agency financial operations and reduce oppor-
tunities for illegal use of Federal resources. To quote the report:

Fraud and illegal acts against the Federal Government are
a widespread problem. Once they are allowed to occur, the
Government fights a losing battle because losses are seldom
recovered and the perpetrators are seldom punished. Weak-
nesses in internal controls often allow fraud to occur. Given
the poor state of controls in many programs, it is probable
that most fraud remains undetected.

One of the major recommendations made by GAO in the report was
that the Congress enact the Financial Integrity Act of 1980.

Good systems of internal controls are not exclusively tools for pre-
venting fraud. They can ensure that the President, the Congress and
the public is given a good accounting of the financial operations of the
government and they can provide assurances that Federal resources
are being spent as they are intended. In short, effective internal con-
trols can make government more accountable to the public.

IV. ApMINISTRATIVE EFForTs To IatpROVE INTERNAL CoONTROLS

Since passage of the Accounting and Auditing Act of 1950, there
have been many administrative efforts to improve agency internal con-
trols. As noted previously however, agency compliance with the act
remains inadequate.

Recently, efforts within the executive branch to implement improve-
ments in agency internal controls have increased. In May of 1979, the
previous administration launched the Financial Priorities Program
designed to resolve major weaknesses in agency systems of financial
management and control. The program began with an in depth exami-
nation of agency financial management practices and key problem
areas to be resolved were identified and targeted for improvement.

Some progress was made in the Financial Priorities Program to
improve agency financial management and control systems. The new
administration came into office intending to improve on these efforts
and make the reduction of waste and fraud in Federal programs a
top priority of agency managers. On March 26, 1981, the President
established by Executive order the Council on Integrity and Efficiency
to spearhead the effort to reduce waste and fraud and improve agency
financial management practices. The Council is composed of the In-
spectors General of the major departments who have important re-
sponsibilities for stimulating improvements in agency internal
controls. The Council undertook a range of improvement projects
aimed at upgrading government operations including projects to en-
hance training for auditors and financial managers and efforts to,
improve agency debt collection practices. The mid-year report of the
Council released in December of last year was encouraging and indi-
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cates that progress toward measurable improvements in agency
financial management practices is beginning.

One result of the Council has been the development and adoption
of a new OMB Circular designed specifically to encourage agency im-
provements in their internal controls. The Circular, A-123, Internal
Control Systems, prescribes policies and procedures for Federal agen-
cies in establishing and maintaining internal controls in their program
and administrative activities. It was released on November 6 and the
committee held a hearing 7 days later on November 13 to review the
circular and examine in more detail the Financial Integrity Act

S. 864
( The s)idmlnlstmtlon, represented by Deputy Director of the Office
ot Management and Budget, Edwin Harper, supported the goals ot

S. 864 but indicated that the administration believed the new circular
\\ould prove adequate to the task of upgrading agency systems of
internal control. As Dr. Harper noted :

As you recall, we discussed this subject (S. 864) at a pre-
vious ‘committee hearing on May 19, 1981. At that time, T
indicated that we, in the administration support the objec-
tives of S. 864 ... However, we also testified that we believed
the objectives of the Act could be achieved more efficiently
and effectively by administrative means.

Senator Eagleton indicated his support of the OMB’s efforts, and
stressed the need for greater dedication on the part of the agencies
to the goal of improving internal control.

It is necessary to convince Federal managers that the re-
sponsibility to deliver funds and services carries with it the
obligation to do so in a financially responsible way. This re-
quires blasting loose some ingrained attitudes.

He was supported in this assessment by Mr. Charles Bowsher, the
new Comptroller General.

The requirements for Federal agencies to maintain internal
administrative and accounting control systems have been
mandated for over 30 years; however, most agencies have not
given adequate priority to their internal control systems. The
General Accounting Office has issued literally hundreds of
reports and studies that disclose the fact that most agencies
are operating systems vulnerable to physical losses and waste

of Federal p10pelty The passage of this act would, in
sunple terms, put teeth in the Acconting and Audltlng
Act.

The (ommittee commends and supports the administration in its
efforts to enhance agency financial management practices. However,
because of the long history of neglect on “the part of the agencies in
this area and in an effort to buttress OMB efforts to increase agency
awareness of the need for strong internal controls, the committee be-
lieves legislation is necessary. S. 864 is recommended by the committee
for these reasons.
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V. SECTION-BY-SECTION ANALYSIS

Section 1 indicates the short title of the bill, “The Financial In-
tegrity Act of 1982.”

%ection 2 of the bill describes the “Purposes and Findings” upon
which the committee has based the need for the legislation. The find-
ings of the committee include: fraud and waste are more likely to
occur from a lack of effective systems of internal accounting and con-
trol; effective systems of internal accounting and administrative con-
trol provide the basic foundation upon which a structure of public
accountability must be built; and effective systems of internal account-
ing and administrative control are necessary to provide assurance that
Federal assets and funds are adequately safeguarded as well as to pro-
duce reliable financial information for the agency.

Section 3 includes the definitions used in the bill.

Section 4 would amend Section 113 of the Aecounting and Auditing
Act of 1950 by adding at the end a new subsection requiring the head
of each executive branch agency to prepare a report describing that
agency'’s system of internal controls and indicating whether the agency
head believes the internal controls used in the agency provide reason-
able assurance of meeting the objectives for such systems to be estab-
lished by the Comptroller General pursuant to subsection 6 of the bill.
The reports must be issued by the agencies no later than December 31
of this year and by December 31 of each succeeding year.

All reports from the agencies must be submitted to the President
and he has the responsibility to forward those reports to Congress and
to the public. The committee does not intend that the President alter
the substance of any agency reports but rather that he review them to
cnsure that the agencies have provided adequate and useful informa-
tion which can be used by the Congress to assess the current condition
of agency internal controls systems. '

The agency heads must sign the reports attesting to their concur-
rence in 1its contents and indicate in the reports whether or not they
believe their agency’s internal controls full{ comply with the stand-
ards established by the Comptroller General for agency internal con-
trols systems as described in the GAO document “Policies and
Procedures Manual for Guidance of Federal Agencies.” If their sys-
tems do not comply, the report submitted by the agency heads must
specifically identify any material weaknesses in the agency’s internal
controls system and describe the agency’s plans and timetable for cor-
recting the weaknesses identified in the agency’s system.

In requiring these reports, the committee wishes to make clear that
it does not intend for these reports to be voluminous and.full of
unnecessary detail. They should provide only enough information to
accurately and fairly portray the current state of each agency’s inter-
nal controls system.

Section 5 of the bill requires the Director of the Office of Manage-
ment and Budget, in consultation with the Comptroller (General, to
establish guidelines for the evaluation of agency systems of internal
control to ensure that they comply with GAO standards. It is impor-
tant to note here that the guidelines issued by OMB are not the same
as the standards for systems of internal control developed by GAO.
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“Guidelines™ would include the format for the reports to be issued by
the agencies, guidance on control mechanisms to utilize in establishing
systems of internal controls and requirements for assessing the per-
formance of agency systems. “Standards™ to be used by the agencies in
judging their systems are those G.AO has already developed in its
“Policies and Procedures Manual for Guidance of Federal Agencies.”
The 1ssue is described in Section 6 more fully.

Section 6 clarifies the authority of the Comptroller General to pre-
scribe standards for internal controls within the agencies. Standards
provide the criteria by which controls are measured and deemed
adequate.

The General Accounting Office has traditionally provided standards
on internal controls for use in Federal agencies. As required by the
Accounting and Auditing Act of 1950, (::AO has promulgated account-
ing principles and standards for 30 years. These accounting standards
have included extensive coverage of internal controls, have been up-
dated over the years, and are available in the GAQO “Policies and Pro-
cedures Manual for Guidance of Federal Agencies.” In addition, GAO
has promulgated auditing standards which are required to be followed
by auditors examining any aspects of the use of Federal funds. These
standards also contain extensive discussions on internal control
standards.

The recently issued OMB Circular { A-123 on the subject of internal
control standards), sets forth examples of eight standards of internal
controls. The committee believes these are good examples of standards
and is confident that any additional standards GAO would develop
in the future would not conflict with the standards established in
Circular A-123. For this reason, the committee does not believe the
enactment of this bill would require the rewriting of the Circular.
However, when changes are made in GAQ standards in the future, the
committec expects these to be promptly reflected in appropriate
changes in OMB’s guidance and further expects the GAO to consult
with OMB are early and as completely as possible when changes in
their standards are being considered.

VI. EvarvaTioN oF Recuratory IMpacr

Paragraph 11(b) (1) of Rule XXVI requires each report accom-
panying a bill to evaluate “the regulatory impact which would be
mcurred in carrying out the bill.”

S. 854 will have no regulatory impact on the economy. It does not
authorize any additional regulation of activities in the private sector
or impose any new record keeping or reporting requirements on any
segment of the public. The bill may impose some regulatory require-
ments on the agencies but the additional cost is expected to be minimal.

VII. Estimatep Cost OF THE LEGISLATION
Pursuant to Section 403 of the Congressional Budget Act of 1974,
the Congressional Budget Office has reviewed the cost implications of

S. 864. The following 1s CBO’s estimate of the potential costs of this
legislation :
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U.S. CoNgress,
ConNGRESS10NAL Bupcer OFFICE,
Washington, D.C., January 11, 1982.
Hon. WiLLiam V. Rors, Jr.,
Chairman, Committee on Governmental Affairs,
U.S. Senate, Washington, D.C.

Dear Mr. CrarMax : Pursuant to Section 403 of the Congressional
Budget Act of 1974, the Congressional Budget Office has reviewed
S. 864, the Financial Integrity Act of 1981, as ordered reported by
the Senate Committee on Governmental Affairs, December 9, 1981.

The bill amends the Accounting and Auditing Act of 1950 to re-
quire each executive agency to establish standards of internal account-
ing and administrative controls in accordance with standards pre-
scribed by the Comptroller General. The bill would also require the
Director of the Office of Management and Budget (OMB) to establish
guidelines for the evaluation by agencies of their internal accounting
and administrative control procedures.

CBO estimates that the initial effort required to establish the stand-
ards and guidelines to be developed by the General Accounting Office
(GAO) and OMB will cost approximately $130,000. The level of
effort required of GAO after the standards and guidelines are in place
1s not expected to increase significantly. The additional effort. required
of the agencies and OMB will depend on the requirements embodicd
by these guidelines and standards. If the new criteria merely modify
existing procedures, little additional effort will be required and costs
would be expected to be minimal. If, however, the new criteria, require
significantly more effort than is required by existing procedures, sub-
stantial costs could result.

Should the Committee so desire, we would be pleased to provide
further details on this estimate.

Sincerely,
Raymonp C. Scueppacu
(for Alice M. Rivlin, Director).

VIII. RecorpEp VoTEs 1IN COMMITTEE

In compliance with paragraph 7(c) of rule XXVTI of the Standing
Rules of the Senate, the rollcall votes taken during committee consid-
eration were as follows:

Vote on amendment in the nature of a substitute for S. 864 :

YEAS—4 NAYS—2
Senator Danforth Senator Eagleton
Senator Mattingly Senator Sasser
Senator Rudman
Senator Roth

Final passage: Ordered reported, 9 yeas, 0 nays.

YEAS—6 NAYS—5
Senator Danforth Senator Eagleton
Senator Cohen Senator Chiles
Senator Mattingly Senator Nunn
Senator Rudman Senator Sasser
Senator Roth Senator Levin (proxy)?

Senator Stevens (proxy)?!

1By Committee rules, proxy votes are counted for recording purposes only on final
pussage.
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IX. Cuances 18 Existing Law

In compliance with paragraph 12 of rule XXVI of the Standing
Rules of the Senate, changes in existing law made by the bill, as
reported, are shown as follows (existing law proposed to be omitted
is enclosed in black brackets, new matter 1s printed in italic, and exist-
ing law in which no changes are proposed in shown in roman) :

(Section 113 of the Accounting and Auditing Act of 1950, as
amended (31 U.S.C. 66a).)

TITLE 31, UNITED STATES CODE
MONEY AND FINANCE

* * * * * * *

CHAPTER 1A—ACCOUNTING AND FINANCE

* * L% % * * *

Subchapter II—Accounting and Reporting in Executive Agencies

* * * * S * *

§ 66a. Establishment and maintenance of systems

(a) The head of each executive agency shall establish and maintain
systems of accounting and internal control designed to provide—

(1) tull disclosure of the financial results of the agency’s
activities;

(2) adequate financial information needed for the agency’s
managenment purposes;

(3) effective control over and accountability for all funds,
property, and other assets for which the agency is responsible,
including appropriate internal audit;

(4) reliable accounting results to serve as the basis for prepa-
ration and support of the agency’s budget requests, for controlling
the execution of its budget, and for providing financial informa-
tion required by the Office of Management and Budget under
section 21 of this title;

(5) suitable integration of the accounting of the agency with
the accounting of the Treasury Department in connection with the
central accounting and reporting responsibilities imposed on the
Secretary of the Treasury by section 66b of this title.

(b) The accounting systems of executive agencies shall conform to
the principles, standards, and related requirements prescribed by the
Comptroller General pursuant to section 66(a) of this title.

(c) As soon as practicable after August 1, 1956, the head of each
executive agency shall, in accordance with principles and standards
prescribed by the Comptroller General, cause the accounts of such
agency to be maintained on an accrual basis to show the resources, lia-
bilities, and costs of operations of such agency with a view to facili-
tating the preparation of cost-based budgets as required by section 24
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of this title. The. accounting system required by this subsection shall
include adequate monetary property accounting records as an integral
part of the system.

(d) (1) To ensure that the requirements of subsection (a) (3) of this
section qre fully complied with, the head of each executive agency
shall, on the basis of an evaluation conducted in accordance with
guidelines prescribed under paragraph (5) of this subsection, prepare
a report describing whether the agency’s systems of internal account-
ing and administrative control are sufficient to provide reasonable as-
surance of meeting the objectives of such systems as specified in sub-
section (d)(6) of this section. Such report shall be issued by each
agency no later than December 31, 1982, and by December 31 following
the end of each fiscal ycar thereafter.

(2) The reports shall be signed by the head of each executive agency
and addressed to the President. Such reports shall also be made avail-
able to Congress and the public.

(3) T'he reports shall indicate whether—

(4) the agency’s systems of internal accounting and admin-
istrative control fully comply with the requirements of subsection
() (6) of this section; or

(B) such systems do not fully comply with such requirements.

(4) In the event that the head of an agency prepares a report de-
scribed in paragraph (3)(B), the head (3‘ such agency shall include
with such report an identification and description of any material
weaknesses in the agency’s systems of internal accounting and admin-
istrative control and the plans and schedule for correcting any such
weaknesses.

(5) By June 30, 1982, the Director of the Office of Management and
Budget, in consultation with the Comptroller General, shall establish
guidelines for the evaluation by agencies of their systems of internal
accounting and administrative control to determine such systems’ com-
plionce with the requirements of subsection (d)(6) of this section.
The Director, in consultation with the Comptroller General, may
modify the format for the reports required by subsection (d) (1) or
the framework and guidelines for conducting the agency evaluations
from time to time as deemed necessary.

(6) Internal accounting and administrative controls shall be estab-
lished in accordance with standards prescribed by the Comptroller
General. and shall provide reasonable assurances that—

(4) all obligations and costs are in compliance with applicable

W,
() all funds, property, and other assets are safeguarded
against waste, loss, unauthorized use, or misappropriation; and
(éit) all revenues and expenditures applicable to agency opera-
‘tions are properly recorded and accounted for to permit the prep-
aration of accounts and reiable financial and statistical reports
and to maintain accountability over the assets.
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X. ADDITIONAL VIEWS OF SENATOR JIM SASSER

In this era of fiscal austerity, better management can, in my view,
considerably reduce instances of fraud., waste and abuse in government
programs. That is why T am an original cosponsor of 3. 864, The Fi-
nancial Integrity Act. T commend Senators Roth and Eagleton for
their leadership in gaining unanimous approval by the Governmental
Affairs Committee for the measure.

Passage of S. 864 promises better systems of management control
within the Federal agencies which would decrease the likelihood of
costly errors or outright fraud. The responsibility would rest squarely
upon the Federal agency heads, who would be required to do a yearly
evaluation of the adequacy of systems of internal accounting under
their control.

The need is great. Calls to the General Accounting Office “IHotline,”
which was instituted in 1979 at my request, have reported over 32,000
cases of mismanagement within the Federal agencies. Officials of the
GAO fraud task force estimate that one in every three of these calls
warrants investigation.

A GAO study, released last year, shows that internal control weak-
nesses in the government agencies are to blame for the “billions of
dollars lost annually through fraud, waste and abuse.” Indications are
that more stingent and effective internal auditing controls, such as
S. 864 would encourage, could prevent many of these cases from ever
happening.

Evidence gathered by both the General Accounting Office and the
Office of Management and Budget, in response to my inquiries shows
that more than $34 billions in Federal loans are now delinquent be-
cause of the failure of the Federal agencies to collect on bad debts. In
other words, in the rush to spend every last dollar appropriated by
Congress, the agencies have paid scant attention to managing their
resources.

I am pleased to note that the Governmental Affairs Committee has
also approved S. 1249, legislation to increase the efficiency of govern-
ment-wide efforts to collect debts owed the United States. This bill is
based on my own legislative initiative in the 96th Congress. T heartily
endorse its continued progress in the 97th Congress.

The legislation goes hand-in-hand with S. 864, The Financial In-
tegrity Act, in directing improved procedures for accountability and
control with the Federal agencies. Instituting simple procedures such
as documentation of financial transactions, separation of fiscal duties
and routine inventory counts can make a'big difference in the efficiency
and effectiveness of agency management. . :

To strengthen accountability within the Federal system, the (GGov-
ernmental Affairs Committee has also approved S. 807, the Federal
Assistance Improvement Act. Title II of this bill, which T had a hand

12)

Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010006-9



Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010006-9
13

in shaping, puts into statute the widely endorsed “single audit” con-
cept. That is, once every two years, recipients of Federal grants must
arrange an independent audit of the operation of their organization.
The General Accounting Office has endorsed this approach as a far
more effective use of audit resources than the current grant-by-grant
system,

’ This measure, too, fits together with the Financial Integrity Act and
the Debt Collection Act, to strengthen government-wide accountabil-
ity for Federally enacted programs. :

There is just no room in the current Federal budget for waste, fraud
or abuse. Government must work with fewer resources. such as money
and manpower, than in the past. The passage of the Financial Integ-
rity Act of 1981 is one more step toward tightening up the manage-
ment of programs. I strongly endorse its provisions.

JIM SASSER.

O
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